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Abstract 
The purpose of this article is to determine the transmission mechanism and importance of monetary policy for macroeconomic 
stabilization. For this purpose it was analyzed: the monetary policy decisions since 2012; the transmission mechanism of the 
monetary policy (real monetary conditions index); the effects of monetary policy decisions to rates on loans and deposits, and 
how to evaluate the credibility of monetary policy. 
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1. INTRODUCTION 
The monetary policy rate (or the base rate as for the Republic of Moldova) is one of the instruments of monetary 
policy through which the monetary authority of a country influences the direction of the national economy in line 
with the set objectives. The monetary policy rate is used to influence the demand for money. When the monetary 
authority lowers the monetary policy rate, it stimulates interest for refinancing banks as they require more loans, 
which are used for lending to the economy. Otherwise, increasing the base rate makes the central bank credit "more 
expensive", discouraging the practice of refinancing and reducing banks’ potential to lend to the economy. 
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If the primary objective of monetary authorities is price stability, the monetary policy rate is an indirect 
instrument of influence for the medium and long term inflation. For example, the increase in the policy rate, causes 
financial institutions to operate with increased interest rates, which inhibits investment and consumption in favor of 
saving. This lowers aggregate demand and aggregate supply given stiffness to monetary policy in the short term, 
creating "excess supply", causing a decrease in prices and a lower level of inflation. Otherwise, a decrease in the rate 
is an alternative to boost economic activities in the periods when aggregate demand is below potential, and also to 
fight disinflationary pressure. 
2. GENERALCONCEPTS 
Long-term price stability became a fundamental objective for central banks. This objective is achieved through 
different monetary policy regimes. Monetary policy regime implemented in 2010, in the Republic of Moldova, 
according to the monetary policy strategy in the medium term is inflation targeting. Among the CIS countries 
inflation targeting regime, explicitly or implicitly, have passed in recent years Armenia (2006), Georgia (2009). 
Other CIS countries, including the Russian Federation, Ukraine, Kazakhstan, and Belarus are in the process of 
transition to inflation targeting regime. Target price is also promoted by the monetary authorities of the Czech 
Republic (1997), Poland (1999), Hungary (2001), Turkey (2002), Romania (2005), etc. 
In some countries, monetary policy is oriented towards exchange rate stability. Changing the policy rate, if that is 
used to avoid destabilizing the exchange rate at the target level as a result of pressures that arise through uncovered 
interest parity. Typically, monetary policy decisions are strongly correlated with monetary policy decisions of the 
economy whose currency serves reference currency. Therefore, this implies a reduced monetary independence. This 
type of arrangement is found mainly in Asian countries (Hong Kong, Singapore, Sri Lanka, etc..) - Which is 
explained by their orientation towards exports, but such policies are still present in some CIS countries, Bulgaria etc. 
However, the monetary policy rate of the most important global economic players is an indicator that reflects the 
trend of the global economy. Monetary policy decisions on the base rate of the U.S. Federal Reserve System, the 
European Central Bank, the People's Bank of China, and The Central Bank of England are important for financial 
markets, causing changes in global financial environment. For example, in early July the policy rate was reduced by 
the European Central Bank and by the People's Bank of China, causing an imminent decline of the global economy, 
followed by a significant drop in oil prices and prices other raw materials. 
In 2012, as the Eurozone crisis and disruption of world trade and mitigating pro-inflationary tensions, several 
countries decided to lower the policy rate, in order to support the work of national economies and to prevent a 
possible recession. However, considering the time the impulse propagates to lower policy rate, forecasting and 
decision making preventive deflationary phenomenon led to achieving successful outcomes for some monetary 
authorities. Since January 2012, up to now, the National Bank lowered the policy rate by 1.0, 2.0, 2.0 and 1.0 
percentage points respectively to the level of 3.5 percent. In Table 1 are described some of the monetary policy 
decisions of neighbors and economies of scale: 
Table 1. Monetary policy decisions in 2012 in neighboring economies and economies of scale 
Country Monetary policy 
Target 
inflation 
in 2012 
Inflation in the 
previous month to the 
monetary policy 
decision 
Date of the modification of 
the base rate 
Base rate (interest rate) 
annual monthly Unmodified Modified 
Armenia Target inflation 
4% ± 
1.5 p.p. 
Starting with the 6th of September 2011 - 8.0% 
 
 
 
 
Georgia 
 
 
 
 
Target inflation 
 
 
 
 
0.06 
2.0 0.6 18th of January 2012 6.75 6.5 
-2.2 -0.2 25th of April 2012 6.5 6.25 
-2.1 0.0 23rd of May 2012 6.25 6.0 
-3.3 -0.9 20th of June 2012 6.0 5.75 
0.1 0.0 21st of November 2012 5.75 5.5 
-0.5 0.1 19th of December 2012 5.5 5.25 
-1.6 0.2 13th of February 2013 5.25 4.75 
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-2.1 -0.3 27th of March 2013 4.75 4.5 
-1.7 0.4 8th of May 2013 4.5 4.25 
-0.1 0.7 19th of June 2013 4.25 4.0 
Republic of  
Moldova Target inflation 
5% ± 
1.5 p.p. 
7.8 0.2 6th of January 2012 9.5 8.5 
6.9 0.3 3rd of February 2012 8.5 6.5 
6.1 0.5 2nd of March 2012 6.5 4.5 
4.2 0.0 29th of April 2013 4.5 3.5 
Russian 
Federation 
Price Stability – 
transition to the 
regime of 
inflation 
targeting 
5.0 - 
6.0% 5.9 0.1 14th of September 2012 8.0 8.25 
Romania Target inflation 3.0% ± 1.0 p.p. 
3.1 0.2 6th of January 2012 6.0 5.75 
2.7 0.4 3rd of February 2012 5.75 5.5 
2.6 0.6 30th of March 2012 5.5 5.25 
5.7 0.3 2nd of February 2013 5.25 5.0 
4.4 -0.3 6 of August 2013 5.0 4.5 
USA 
Maximum 
employment, 
stable prices 
and moderated 
level for the 
long term   
interest rate 
2.00% Starting with the 16th of December 2008, the interest rates are between 0.0 - 0.25% 
Euro Zone Target inflation 
2.00% 2.3 -0.1 11 iulie 2012 1.0 0.75 
1.17 -0.1 18 mai 2013 0.75 0.5 
China 
Currency 
stabilization 
and insurance 
of economic 
growth 
- 
3.0 -0.3 7 iunie 2012 6.56 6.31 
2.2 -0.5 5 iulie 2012 6.31 6.0 
2.1. The real interest rate and real effective exchange rate 
Monetary conditions can play more objectively through the use of real indicators in this context we can add real 
monetary conditions index that is created based on the real interest rate and real exchange rate and is a very 
important indicator for assessing monetary policy which accurately describe the character of the policies promoted 
at a certain time. Nature of monetary policy can be of three types namely expansionary, restrictive and neutral. 
The real interest rate is as the difference, between the approximate nominal interest rate and inflation rate. For 
example, if the nominal interest rate is 5.0 percent and the inflation rate is 4.0 percent when the real interest rate is 
1.0 percent. 
The relationship between the nominal interest rate, real interest rate and the inflation rate is represented in 
Fisher's equation. Expressed as the linear approximation that is: 
eri S    (1) 
Where,  i  – nominal interest rate; r – real interest rate; 
eS – expected inflation. 
As a result, the formula for the real interest rate is: 
eir S    (2) 
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Real effective exchange rate (REER) is an indicator that assesses the competitiveness of a country relative to its 
main competitors in international markets. Changes in competitiveness depend on variations in exchange rates and 
relative price changes between a country and its trading partners. 
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Fig. 1. Index of real monetary conditions  
The real rate means the weighted average exchange rates used in relation to that country's trading partners, and 
can be calculated using the formula: 
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where, n– number of countries (currencies in the basket); si – exchange rate of the national currency as to the 
currency of a respective country i; si* – exchange rate of the national currency as to the currency of a respective 
country in the base period; wi – the weight of the currency in the basket; pi- inflation in the country to be compared i; 
pMD - inflation in the Republic of Moldova. 
2.2. Interest on loans and deposits 
Monetary policy interest rate changes affecting interest rates from commercial banks, asset prices, the exchange 
rate of MDL, and expectations about future interest rates, economic growth, and inflation, which in turn also 
influence asset prices and exchange rate. Rate channel of monetary policy lies in the effects they have on base rate 
loans and deposits rates on both short and long term. If the Bank decides to reduce the base rate accordingly, we 
expect banks to reduce lending rates, and vice versa. The reason why this situation happens, it would be: if 
borrowing from the central bank is more expensive then commercial banks to compensate increase its borrowing 
costs. If loans from NBM become cheaper, commercial banks may reduce lending rates, while retaining the same 
profit margin. A decrease in interest rates reduces both the cost of borrowing and the money paid in interest-bearing 
deposits, which encourages borrowing, spending and investment, and discourages savings. Consequently, it boosts 
overall demand for goods and services. An opposite situation is observed when interest rates are increased. The 
direction and pace of change in interest rates are almost always influenced by the monetary policy rate changes, but 
it is necessary reiterated that usually do not correspond 1-to -1. Interest rates on loans and deposits are influenced by 
market conditions, including increasing the cost of capital for credit, market competition on lending and credit 
worthiness. It is important to note that the transmission process takes time. While monetary policy interest rate 
changes can affect pretty quickly interest rates on loans and deposits, asset prices and exchange rates, while the 
decisions of saving - there may be a significant gap, which has an impact on the supply and demand, and therefore 
inflation. This is why, for which monetary policy decisions are based on deep analysis of macroeconomic trends and 
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perceptions of the national economy and economic partners. 
2.3. Theoretical aspects regarding the credibility of the monetary policy 
Question the credibility of a particular economic policy was formulated by representatives of what is called the 
theory of rational expectations. According to this theory - which is the fundamental core of the new classical 
macroeconomics - economic decisions depend not only on objective characteristics of the economic and social 
environment in which they operate, but also expectations (expectations) on their future, which makes taking into 
account all material information in their possession. Thus, they take into account not only their own interests but the 
general orientation of economic policy, how more or less consistently applied, the results obtained by the authorities 
in achieving goals etc. In this context, the effectiveness of economic policy depends, among other things, its 
credibility. Credibility can be defined as observable coherence between economic policy makers announced the 
program and application of past and current policy. In particular, monetary policy is credible if the policy relevant 
inflation rate is used by companies as a basis for their expectations. Credibility of monetary policy is thus a feature 
of how people form expectations of economic agents in those intervening inflation. The fact that a certain level of 
inflation - as authorities declared objective which they pursue - is considered plausible economic and, therefore, is 
considered by them as a benchmark for their own predictions on future economic developments, is a important 
social capital for the central bank, meaning that reflects its ability to cooperate with the company in the common 
goal of halting inflation. In this capacity, the image capital, credibility of the central bank eases fight against 
inflation. Formally, the credibility of monetary policy can be defined as: 
¸¸¹
·
¨¨©
§
 
I
EC
D
D SS    (4) 
The practical importance of the problem of credibility depends on the nature of the change advocated by 
authorities in their monetary policy. Thus, if the government intends to pursue a policy of disinflation, he is 
interested in the new guidance to be credible, because if economic agents have confidence in the policy, it is 
anticipated that future inflation will be lower than in present, which makes it easier for the government.  
The importance of credibility is very high even if - due to structural rigidities in the economy or other reasons 
- it is not possible shock therapy inflation and deflation following policy should be a gradual one. In this case, 
reducing inflation consistent firmness confirmed authorities' commitment in the fight against inflation, fueling 
expectations optimistic, likely, by themselves; increase the chances of success of the policy.  
The main issue is the credibility of its asymmetric nature, meaning that is hard to win and easy to lose. 
Gaining credibility is a long and difficult process because of the many technical obstacles, administrative and 
structural one that have to be faced. 
Technical obstacles from technological state of the economy, for example consist of endowment computer 
equipment, the quality of the statistics of the authorities and the relevance of the econometric models that are used. 
Administrative obstacles arise from circumstances that limit the ability of the authorities to apply various regulatory 
of and social economic decisions. For example, this ability is impaired by corruption, poor training of staff, lack of 
cooperation between the monetary and fiscal authorities and so on. 
 Structural obstacles related to what is called "time inconsistency" - a concept that means that decisions 
leaders interact with expectations of economic agents, making the objective pursued by the authorities cannot be 
reached. As a result of this phenomenon, an effective, optimal even taken by authorities at a time, it is not 
necessarily so later, when economic agents adapt their behavior to the action of the authorities. The concept of "time 
inconsistency" reflects, therefore, that economic policy decisions are exogenous to the economic system, but it is an 
intrinsic element of the reactions of economic agents depends, "inter alia", the way they understand the reasons and 
consequences of foreseeable decisions of the authorities.  
Obstacles such as those mentioned are gaining credibility as long and require a lot of effort and there is no 
guarantee that the strategies applied by the authorities in order to regain credibility will be successful. It can 
however say that usually required during rehabilitation efforts are even greater, as in the past, inflationary practices 
were longer and more frequent. 
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Losing credibility is instead very rapidly, causing even when authorities temporarily deviate from the line of 
conduct anti-inflationary pledged to adopt.
3. MONETARY POLICY - TRANSMISSION MECHANISM ANALYSIS
3.1. The interest rate transmission mechanism
Current literature states that a change in the base rate is immediately transferred to the short-term rates in the
money market, both for different maturity money market instruments and other short-term rates, such as interbank 
deposits. However, these rates are not always at the same time may change with the size of the base rate. 
Fig. 2. The Mechanism of transmissions of the interest rate 
Interest rate channel: the case of the Republic of Moldova:
x monetary policy impulses are transmitted through both deposit rates and loan rates;
x impact and effectiveness somewhat slower still limited, disadvantage boosted by the financial crisis; 
x degree of financial intermediation remains low financiers  dilutive effect of monetary policy signals.
Fig. 3. Interest rate transmission mechanism of macroeconomic indicators
Ĺ
Interest rate
Capital costĺ Ļ investments (durable goods, investments in production)
Wealth effectĺ Ĺ realocation to the financial assets( Ļ price of the asset)
Wealth effectĺ Ĺmodified income ( depends of their net  de position)
Intertemporal Substitutionĺ Ļ current consumption expenses 
Ļinternal  demand Ļinflationary presure 
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Shortly after changing the base rate, banks adjust lending rates standard, usually after the exact amount of the
policy change. This affects rapid rates that banks charge their clients for floating rate loans, including overdrafts.
Mortgage rates on floating rate standards may also be changed, although this is not automatic and may be
delayed. Rates offered to depositors also change in order to keep the margin between deposit and lending rates. This
margin may change over time, for example, by changing the competitive conditions on the market concerned, but 
does not normally change in response to the policy change solitary.
3.2. The drive mechanism of the exchange rate
In open economies, the actual additional effects induced by monetary policy of an increase in short-term interest
rate, exchange rate channel involved.
When domestic nominal interest rate rises above the nominal interest rate of another country, foreign exchange
market equilibrium requires that the national currency to depreciate gradually, at a rate which again serves to equate
the risk-adjusted earnings various debt instruments, in this case, debt instruments denominated in each of the two
currencies, this is the condition of uncovered interest parity. In both traditional Keynesian models based on Fleming,
Mundell, and Dornbusch and new Keynesian models, this requires an appreciation expected initial depreciation of 
the national currency, which means that when prices are too slow to be settled, domestic production goods became
more expensive than goods produced abroad. Net exports decrease, domestic production and employment also
falling.
Fig. 4. Mechanism of transmission of the exchange rate 
Exchange rate channel: case Republic of Moldova:
x channel that takes effect relatively quickly;
x acts directly through impact of nominal exchange rate changes on import prices (including fuel) and the
excise duty / prices denominated in foreign currency;
x acting indirectly through the impact of excess demand.
Direct channel of import prices (cheaper import goods) 
Indirect channel of demandĺ real apreciation of the exchange rateĺĻ
competitivity(lower exports) 
Ĺ
Interest rate Ĺasset atractiveness in national currency Apreciation of national
currency 
Channel of supplyĺ Ļ intermediary goods prices and price of capital from
importĺĹ internal production 
Wealth channelĺ Ĺ apetite for loans in foreign exchange andĹ net wealth of 
economic agents that have loans in foreign exchange.
492   Ion Partachi and Simion Mija /  Procedia Economics and Finance  20 ( 2015 )  485 – 493 
Fig. 5. Exchange rate transmission mechanism of macroeconomic indicators  
3.3. Efects of expectation 
The impact of monetary policy changes on firms’ expectations about the future course of the economy and the 
confidence with which these expectations are held affects business investment decisions. Once made, investments in
fixed capital are difficult, or impossible, to reverse, so projections of future demand and risk assessments are an
important input into investment appraisals. A fall (rise) in the expected future path of demand will tend to lead to a 
fall (rise) in spending on capital projects. The confidence with which expectations are held is also important, as 
greater uncertainty about the future is likely to encourage at least postponement of investment spending until
prospects seem clearer. Again, it is hard to predict the effect of any official rate change on firms’ expectations and 
confidence, but there can be little doubt that such effects are a potentially important influence on business
investment.
Fig. 6. Effects of expectation on of macroeconomic indicators
Effects of expectations: case Republic of Moldova: 
x important role in generating inflation trend;
x effect any second-round effects of supply-side inflationary shocks;
Setting price and salaryĺ in dependence of nature of shocks
(temporary, permanent), its magnitude and central bank 
credibility
The link between short-term interest rates (operational obiective 
) and long-term rates (relevant for decision’s economic agents)
Expectation
Interest rate
Inflation
Exchange rate financial assets are subject to the influence of fundamental 
factors and / or transientĺ any external shock is relevant in an
economy with a high degree of dollarization and eurizare
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x are an indicator of central bank credibility (but only when the shock that feeds inflation expectations is 
attributed to determinants beyond the control of monetary policy - i.e., Persistent depreciation expectations 
in recent times, despite the clues provided by fundamentals). 
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